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SUBJECT: M n Tax/ Corps exenpt first and second taxable years

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL ASAMENDED March 23, 1999, STILL APPLIES.
OTHER - See comments below.

SUMVARY OF BILL

This bill would exenpt every corporation that incorporates or qualifies to do
business in California on or after January 1, 2000, fromthe m ninumfranchise
tax for the first taxable year (prepaid to the Secretary of State (SOS)) or the
m ni num franchi se tax for the second taxable year.

SUMVARY OF AMENDMENT

The June 15, 1999, anendnent revised and expanded the bill to provide that every
corporation that incorporates or qualifies to do business on or after January 1
2000, woul d not be subject to the m ninmum franchise tax (prepaid to the SOS) for
its first taxable year or for its second taxable year.

As a result of the anmendnent, the Specific Findings, |nplenentation

Consi derati ons and Tax Revenue Estimate identified in the departnment’s anal ysis
of AB 10 as anended March 23, 1999, no |onger apply. New Specific Findings
(except for the state | aw discussion), |nplenentation Considerations, and Tax
Revenue Estimate are provi ded bel ow

The department did not analyze the bill as anended June 2, 1999.

SPECI FI C FI NDI NGS

This bill would provide that every corporation that incorporates or qualifies to
do business on or after January 1, 2000, is exenpt fromthe m ni mum franchi se tax
(prepaid to the SOS) for its first taxable year or for its second taxable year
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This bill would not apply to any corporation that reorganizes solely for the
pur pose of avoiding paynment of its m ninumfranchi se tax.

This bill would not apply to limted partnerships, limted liability conpanies,
limted liability partnerships, charitabl e organizations, regul ated investnent
compani es, real estate investnment trusts, real estate nortgage investnent
conduits, financial asset securitization investnment trusts, and qualified
Subchapter S subsidiaries.

| npl ement ati on Consi derati ons

I mpl ementing this bill would not significantly inpact the departnment’s
prograns and operations.

Tax Revenue Esti mate

Revenue | osses under the Bank & Corporation Tax Law are as fol |l ows:

Ef fective for |Incone Years
Begi nni ng January 1, 2000
(in mllions
El i m nat e: 1999-0 2000-1 2001-2
SCS Pr epaynent -$17 - $37 - $38
M ni mum Tax -$11 -$21 -$22
Total Revenue Loss -$28 - $58 - $60

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Tax Revenue Di scussi on

Revenue | osses woul d depend on the nunber of corporations each year for
whi ch the Secretary of State prepaynent and subsequent m ninmumtax are due
under current | aw

It is projected for 2000 that approximtely 56,000 new i ncorporations would
benefit fromelimnating the prepaynment to the Secretary of State, and of

t hose approxi mately 31,000 woul d benefit fromthe elimnation of the second
year mnimumtax. The remaining corporations (25,6000) would either be
subject to a neasured tax (i.e. greater than the mnimumtax) for the second
year or dissolve in their initial year.

BOARD POSI TI ON

Neut r al

At

its March 23, 1999, neeting, the Franchise Tax Board voted 2-0 to take a

neutral position on this bill as introduced Decenber 7, 1998.



